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Before the .
FEDERAL COMMUNICATIONS COMMISSION R Ny ¢
Washington, D.C. 20554 ‘

In the Matter of

Federal-State Joint Board on CC Docket No. 96-45

Universal Service

PETITION FOR RECONSIDERATION

Sprint Corporation hereby respectfully submits its Petition for Reconsideration of
the Commission’s Report and Order, released May 8, 1997 in the above-captioned pro-
ceeding. Sprint requests that the Commission reconsider in part its rules regarding
existing USF support and eligibility for USF support for carriers which provide service
through resale of wholesale LEC services.

The existing USF plan is designed to provide interstate support for intrastate
(local) services. Under Part 36 of the Commission’s Rules, high cost LECs assign addi-
tional costs (over and above jurisdictional cost allocations applicable to all LECs) to the
interstate jurisdiction, thereby directly reducing the costs that those LECs must recover
from intrastate services. Those additional expense allocations to the interstate jurisdic-
tion are currently recovered from IXCs through a charge per presubscribed line.

Under the rules adopted by the Commission (Section 36.601(c)), the allocation of
these additional expenses to the interstate jurisdiction for USF purposes will be discon-
tinued for nonrural LECs effective January 1, 1999. USF payments received by nonrural
LECs under the new plan to become effective on that date would be targeted exclusively
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to reductions in interstate access charges. Rural LECs will transition to the new USF
support plan beginning no sooner than January 1, 2001 (para. 204).

The impact of the Commission's plan will be to shift substantial costs to the intra-
state jurisdiction. LECs currently receiving USF support will have no alternative but to
seek to recover the costs reallocated to the intrastate jurisdiction either through increases
in intrastate rates or through state USF funds.

Sprint believes that this places an undue and unwarranted burden on the state
jurisdictions. Not only must states now absorb the jurisdictional shift in costs resulting
from the Commission's new USF plan, but they must also address, consistent with the
mandate of the Telecommunications Act, the whole issue of intrastate subsidies and uni-
versal service support. The reallocation of costs to the intrastate jurisdiction compounds
the difficulty of the states' task.

Rather than reshuffling costs between jurisdictions, Sprint urges the Commission
to recognize the universal service issue for what it is--a national issue requiring a national
solution. The Commission should adopt a combined state and federal USF plan that pro-
vides a reasonable level of support to intrastate as well as interstate services. Under such
an approach, the existing USF could be superceded by the new USF plan without creat-
ing any dislocations, since it is highly likely (if not certain) that the USF support for any
particular company's intrastate services will be higher under the new plan than under the
existing plan.

Alternatively, in the event that the Commission does not reconsider its plan for an
interstate-only USF, it should nevertheless preserve the existing interstate allocation for

USF purposes, at least for a transitional time period. This would afford states time to



more fully consider and develop intrastate USF plans, including plans to transition the
existing interstate support to the intrastate jurisdiction in a manner least disruptive to
universal service.

The Commission's Report and Order also sets forth its interpretation of the Sec-
tion 214(e) provision requiring that an Eligible Telecommunications Carrier (ETC) must
provide service "...either using its own facilities or a combination of its own facilities and
resale of another carrier's services..." in order to qualify for USF support payments. The
definition of "facilities" adopted by the Commission includes "...any physical compo-
nents of the telecommunications network that are used in the transmission or routing of
the services designated for support..." (para. 151).

Correspondingly, the Commission correctly held that a carrier serving a customer
solely through resale of wholesale service would not be eligible to receive USF support
for that customer (para. 174). As the Commission recognized, the purpose of USF "...is
to compensate carriers for serving high cost customers at below cost prices" (para 290).
The wholesale prices paid by resellers already reflects the USF support payment to the
underlying carrier, and therefore pure resellers neither need nor are entitled to additional
direct support payments (para. 178).

However, in defining the level of facilities required to satisfy the facilities
requirement of the Act, the Commission held that it is sufficient for a carrier to use its
own facilities to provide at least one of the services designated for support (para. 169).
Specifically, the Commission concluded that a carrier could satisfy the facility require-
ment by providing its own access to operator services, and obtaining the remainder of the

service through resale. The implication (if not the intent) of this definition is that a



CLEC can qualify for USF support if it resells ILEC basic services, but provides its own
operator services (as, indeed, some CLECs are currently doing). The result would be to
both undermine the Commission's determination that USF support should not be afforded
to resellers and to place the underlying facility carrier at significant financial risk.
CLECs would not only be able to obtain basic services at wholesale rates, which are cal-
culated as a discount off of retail rates already priced below cost, but would also receive
the support funding that was intended to maintain those low retail rates. ILECs, on the
other hand, cannot sustain the existing retail rate levels if they, as the provider of the
underlying facilities, no longer receive support funding. The loss of such support
requires that the ILEC either raise basic service rates or sustain the financial losses
resulting from the loss of USF support. Moreover, permitting CLECs to obtain USF
funding for resold services would provide a powerful disincentive for facilities-based
competition, at least in high cost areas. If a CLEC can obtain services at below-cost
rates, while also receive USF support, there will be few if any instances in which it
would be economically advantageous to construct its own facilities.

Sprint therefore urges the Commission to reconsider its definition of the level of
facilities a carrier is required to provide to explicitly prohibit any USF support to a car-
rier for any customer that it serves through resale of wholesale services, notwithstanding
the fact the carrier might also provide a portion of the service, in addition to the resold

service, through its own facilities.
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